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THE PUZZLE OF PROSPERITY 


What Can We Do To Safeguard 
Our Economic Well-Being? 











Outside of our freedom, there is nothing we Americans 
are more proud of than our high standard of living. We 
like to think of ourselves as an industrious and inventive 
people who have transformed our vast natural resources into 
an abundance everyone can enjoy. 
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Today we are in the midst of the greatest industrial boom 
of all time. Never before has the world seen a society capable 
of producing so much for the benefit of so many. But even 
more amazing is the fact that in addition to all this, we are 
able to build a big national armament for our defense and to 
provide surplus food and equipment in order to support and 
strengthen the economy of other nations whose friendship 
we need. 


But how long can such prosperity be continued? Will the 
expansion of our gigantic industrial machine get out of 
hand? In order to build it and in order to buy what it pro- 
duces, are we running into too much debt? Already we have 
seen various cut-backs, such as in automobile production 
and in housing. Farm prices have sagged. By no means all 
of us feel as well off or secure as the rest of us. Could a 
recession be on the way? 


The answers to these questions are complex — full of all 
kinds of éfs and buts. Yet that should not scare us away from 
the problem. 


Because our country is now a world leader among free 
nations, safeguarding and continuing our economic prosperity 
is one of the most vital issues of our times. 


We have already heard a lot about it during the presi- 
dential campaign. We need to keep right on thinking 


about it. 
Let's study the facts. 
Let's see how we gained our prosperity. 


Let's examine the problems we face in maintaining it. 
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A glance at our economic past should shed some light on 
what to look for in the present. It should also help prepare 
us to take care of the future. 

It's at once apparent that our economic development since 
the start of our mation has been characterized by amazing 
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growth. But it is also apparent that this growth has been 
attended by periodic disruptions and distortions that have 
brought suffering to many of our people and have at times 
checked our progress. 

Outside of military matters, the most serious problems 
between 1774 and 1788 that faced the Continental Congress 
were economic ones — how to pay for winning the war and 
running the government. After the war, there was a sudden 
deflation (falling of prices), which ushered in a long 
depression. 

The new Congress set up by our Constitution in 1789 
benefited from good leadership and especially from the 
financial brilliance of Alexander Hamilton. It was on his 
recommendation that we established a mint and adopted 
a national coinage system. Slowly the new nation began to 
acquire some financial muscles and to get on its feet. 

But for a long time we remained dependent on imports, 
and our economy was subject to sharp fluctuations due to 
European wars. 

After 1812, the most upsetting factor in our economy 
was speculation in the new Western lands. Periodically, as 
in 1819 and 1837, rapid expansion would run up against 
the limits of our supply of cash and credit. The land bubble 
would burst, and there would be a depression. 

Yet, in spite of such obstacles, the overall trend went 
vigorously upward. We were busy building turnpikes, canals, 
steamboats, and connecting markets and waterways with rail- 
roads. We were in the midst of developing an interdependent 
economy. It soon became possible for Western farmers 
and Southern planters to sell their crops in the East and to 
buy manufactured goods in return. Waterpowered and steam- 
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driven machinery made large factories possible. New England 
became the center of the textile industry. And through the 
ingenuity of such men as Eli Whitney (who also invented 
the cotton gin), we were learning the value of making 
things with interchangeable parts — the key to mass pro- 
duction. 

By the 1850's we were a thriving nation and becoming an 
industrial power. But we tended to move too fast. Our 
optimism caused us to bite off more than we could chew. 
Every big step forward was apt to cause half a step backward, 
like the economic crisis of 1857. 


Though the economy of the South was ruined by the Civil 
War, the country as a whole, when the war ended, entered 
on a phase of intense economic expansion, centered in rail- 
road building. The public began to invest its savings in the 
stocks and bonds of large corporations. Everybody wanted 
to get rich quick, and there was a vast amount of speculation, 
especially on the New York Stock Exchange. Financial 
speculators and promoters such as Jay Cooke, Daniel Drew, 
Jim Fisk, Jay Gould, and Cornelius Vanderbilt engaged in 
ruthless wars for the control of the railroads. They had devious 
ways of manipulating the stock market, and again and again 
the gullible public found itself out in the cold. 

The greed of this group was their own undoing. After 
1873, when Jay Cooke's investment house collapsed, a more 
responsible type of financier appeared — the organizers of 
giant corporations. These men were sincerely interested in 
seeing the corporations they controiled prosper. But there 
was still severe competition among them, and sometimes it 
caused trouble. For the most part they concentrated on con- 
solidating their railroads into large, area-wide systems and 
building their steel mills and oil companies into efficient 
organizations. In the process, the small, independent manu- 
facturers were often forced out of business. The public began 
to fear the power that was accumulating in the hands of such 
men as John D. Rockefeller and J. Pierpont Morgan. 


In 1890 the Sherman Act was passed against monopolistic 
restraint of trade. But through the device of the holding 
company (a corporation formed to buy the stocks and bonds 
of other corporations ), large combinations continued to grow. 
By 1904 there were over 300 big industrial combinations with 
an aggregate capitalization in excess of $7 billion and con- 
trolling over two-fifths of the manufacturing in the country. 

From time to time, such as in Teddy Roosevelt's administra- 
tion, there has been “trust busting” activity against big busi- 
ness. But whether we like it or not, we can hardly enjoy 
the’ benefits of mass production without the productive 
capacity of large industrial corporations. They are a charac- 
teristic of our economic life. The Department of Justice keeps 
a close watch on what they do. In addition to the Sherman 
Act, through the Clayton Anti-Trust Act and the Federal Trade 
Commission Act, the government tries to protect the public 
against the danger of monopolistic practices. 

The stupendous development of our national wealth up 
to the outbreak of World War I was not achieved without 
plenty of headaches. One of our greatest weaknesses was a 
shaky and inflexible banking system. There was a depression 
in 1893 and another in 1907, both attended by the usual 
bankruptcies and bank failures. 

In 1913 Congress passed the Federal Reserve Act, which 
tied the National Banks into a membership system of 12 
regional banks. The Act has given our financial structure 
a measure of stability and unity. The Federal Reserve Board 
sets the percent of reserve funds that members must carry, 
and, by changing the amount of this reserve and setting interest 
rates, strives to keep credit within safe bounds and gives our 
money supply considerable elasticity. 

Had the Federal government used the financial instru- 
ments of the Federal Reserve more wisely, it is possible that 
the stock market crash of 1929 would not have been as severe 
as it was. The primary cause of the crash was the hectic 
speculation in stocks and bonds rising out of the prosperous 
1920's — a period which saw the growth of the auto industry 
and a boom in building. Our whole economy became fan- 
tastically over-inflated. The crash was the prelude to the 
darkest and longest depression in our economic history, the 
low point of which was the disintegration of our entire 
banking system in 1933. 

Up until this time, the public felt pretty much that the 
government's attitude toward business should be laissez faire — 
a policy of non-interference which assumes that the “natural 
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laws” of economjcs will work best for the welfare of free 
enterprise. But in 1933 many people began to wonder if our 
free enterprise system alone would be able to get us out of the 
depression. The New Deal adopted a policy of deficit spend- 
ing, the theory of which was that if people had money to 
buy things, business would get the lift it needed and soon 
be able to carry on alone. It was called “pump priming.” 
There is no doubt that many of the policies of the New 
Deal were wasteful and ill-advised. But the depression was 
a time of great suffering for millions of our people, and new 
ways had to be tried to set our stagnating economy once 
more in motion. Despite considerable floundering, many 
good things have come to us from that trial-and-error period. 


Among them are the Banking Act of 1933 and the Securities 
Exchange Act’, both of which have given us a sounder 
financial machinery. 

While the New Deal approach to our economic problems 
has been modified with time, it is still fundamental to the 
viewpoint of the Democratic party. The Democrats hold that 
the welfare of our people depends on the broad distribution 
of our wealth. They believe that if the working man has 
good wages and the farmer has a good income, business condi- 
tions will remain favorable. They have been friendly to labor, 
have subsidized farm prices, and tended to keep high taxes 
on Corporate earnings. 

The Republicans, on the other hand, believe that the long- 
run well-being of all our people is best served by allowing 
industry a profit large enough to encourage further growth. 
Also they believe that the severely graduated income tax has 
prevented savings from being invested in productive enter- 
prises and brought about a scarcity of “risk capital.” They 
maintain that the stronger and more productive business 
becomes, the more things there are for everyone — more jobs, 
more pay, more things to buy. Free enterprise — they feel — 
is the best asset our nation has. The government should inter- 
fere as little as possible. 

Whatever theory one agrees with, this much is clear: our 
swift and amazing economic growth has been subject to 
frequent and violent fluctuations. In its effort to correct the 
causes of these distortions, combined with the total mobiliza- 
tion of recent wars, the Federal government has acquired 
a permanent role in our handling of our economic life. Almost 
everyone agrees that for some time to come we will have 
a “mixed” economy, with both private business and the Fed- 
eral government working side by side in the effort to sustain 
our growth and prosperity. The question is only a matter 
of degree: how much shall the government do? How much 
shall be left to private industry? 

Let's open our national account books and see how we 
stand. Are there any dangerous soft spots? What problems 
will government and business leaders need to consider in the 
vital issue of avoiding a depression and maintaining our 
economic progress? 


HOW IS BUSINESS? 

1956 will probably be the most prosperous business year 
on record, with a gross national product of more than $400 
billion. 

But a good many business leaders are not comfortable about 
the way things are going. They are worried about the slump 
in the auto industry and in housing and the slow-up in textiles. 
Goods standing unsold on the shelf and in the factory have 
piled up to around $85 billion. Competition is getting much 
tougher, and at the same time it costs the manufacturer more 
to make things. This means his margin of profit is starting 
to be squeezed — a condition no businessman likes. 

If industry finds that the market for what it produces is 


getting tight and that it has less money in the till at the end 
of the year for expansion and improvement, the rapid growth 
our country has enjoyed since 1940 will slow down. The boom 
could even come to a halt and turn into a recession. 

What is happening is that at the present time we cannot 





consume all the things industry produces. After World War II 
industry geared itself with remarkable speed to fulfill the 
demand for goods made scarce by the war and also to meet 
the needs of our growing population. But production in- 
creased so fast that supply tends to exceed demand. This is 
especially true in automobiles and appliances. If industry 
cuts production to reduce the supply, this will mean fewer 
jobs. And with less money going around, everybody will feel 
the pinch. 

Yet, except for some auto makers and a few others, almost 
all businesses are spending more money than ever before for 
new factories and machines — over $44 billion this year. 
They are planning to produce more goods instead of less. This 
seems contradictory indeed. But the fact is that most business- 
men are optimistic that America is in the midst of a long 
growth phase. It will not be as rapid as it has been, but it 
will be steady and continuous. Our population is expected 
to increase by 55 million in the next 20 years. And this in 
itself will create new demands for all kinds of goods — 
appliances, housing, clothing, automobiles. Businessmen who 
have an eye to the future want to make sure their particular 
companies will be ready to share in our growing national 
market. 

Meanwhile, the money which industry is spending for new 
factories and machines is helping to buffer the effect of the 
slow-down in other fields. Other things which are giving 
our prosperity a sturdy basis are the billions the government 
expends for defense, the recent rise in farm income, and our 
vigorous foreign trade. For the forseeable future — barring 
a serious inflation — business looks good. 


Our prosperity has been creeping toward a somewhat in- 
flationary condition. Inflation means that the value of our 





dollar in terms of what it will buy becomes less and less. 
Inflation is possibly the biggest single threat to an expand- 
ing economy. If we are not extremely careful on this matter, 
business could take a bad tumble. 
For a while at least, all of us would be in for hard times. 
We have seen how the land speculation in 1837, the boom 


“This Act makes it illegal for commercial banks to deal in stocks and bonds like an investment bank. Also set up the Federal 
Deposit Insurance Corporation to insure bank deposits up to a fixed sum. 

Requires registration of all new issues of stocks and bonds and full disclosure of all information. In 1934 the Securities and 
Exchange Commission was created to prevent manipulation and fraud on the securities exchanges. 





in railroads after the Civil War, and the speculation in the 
stock market in 1929 all brought about sharp inflations that 
suddenly resulted in severe depressions. 

We don’t want it to happen again. 

Our dollar will now buy only 51% of what it would in 
1939, and it looks as if it may buy even less in the future. The 
cost of living hovers around an all-time high. In the past 
few months, due partly (but not entirely) to the steel strike, 
the price of almost everything has risen — clothing, food, 
housing, autos, appliances. Salaried workers (whose raises 
are generally slow in coming) and people living off the 
income from money they have salted away will have to cut 
corners. Factory workers are not so badly off. Many of them 
have “escalator” clauses written into their union contracts. 
When the cost of living goes up, their wages automatically 
rise. But even this contributes to inflation, for businessmen 
are prone to pass along higher wages in the form of higher 
prices. 

The inflationary pressure we are now feeling is the result 
of too rapid an expansion. Industry has had to pay high costs 
for scarce labor and materials, but in doing so, it has not only 
had to pass the costs on to us, it has also been forced to incur 
a huge amount of debt. The supply of credit (lendable funds ) 
is getting slim, and currently money is “tight.” Though in- 
dustry is now overproducing in some fields, it still needs 
money to get ready for the future markets. This has made 
interest rates higher than they have been for 25 years. 

The Federal Reserve Board believes that “tight” money is 
a good check on inflation. In some districts it has raised the 
interest rate it charges for funds it lends to member banks 
(the “discount rate”) to 3%. When banks have to pay more 
for their money, they naturally charge more for the money 
they lend. The “prime rate” (the interest banks charge their 
best customers) is now 4%. The Federal Reserve expects that 
this high cost of borrowing will act to put the brakes on in- 
flation. 

But meanwhile, because money lenders can now do better 
than the 4 4% interest on Federal Housing Administration 
and Veterans Administration mortgages, people are having 
difficulty borrowing money to buy homes. This is one of the 
reasons why the housing industry is feeling pressed. 

It is also an example of why the Federal Reserve will have 
to be careful not to squeeze the credit supply too tightly For 


if industries find it too expensive to borrow, they may cut 
back their expansion programs drastically and push the whole 
economy off balance. The fight against inflation is a tricky 
business. 

Thus far we are still somewhat ahead of the game. The 
purchasing power of the average factory worker has advanced 
35.2% since 1950, while the cost of living has risen only 
14%. Though office workers and farmers are relatively not 
as well off, generally speaking, Americans have never had it 
so good. 

But if we are not careful to control the push toward infla- 
tion, all our gains could be wiped out, and once more we 
would take half a step backward. 

We are justly proud of our prosperity. Our free enterprise 
system has given us an abundance that has confounded the 
economic theories of the Communist world. However, our 
wealth also brings critical problems. The more money we 
earn, the more we have to pay for the things we buy. And 
the higher the cost of badly needed schools and roads, the 
more taxes we will have to pay. 

Our economy proves to be a highly complex machine. The 
delicate relationship between all its parts has to be carefully 
balanced in order to keep it moving smoothly and steadily 
forward. The overly selfish actions of any one group could 
easily jam our economic gears and cause our prosperity to 
stall. The solution of the puzzle of our economic progress 
will require the cooperation of all parties and groups for the 
welfare of all of us. That, after all, is the meaning of good 
citizenship. 
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